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PART A — Problem questions 
You must answer BOTH of these questions in the exam booklet provided. 


Answer in your own words. You MUST NOT copy from a textbook. 


Question 1 
With reference to legal authority, discuss: 
e Company directors’ key responsibilities; 
e Disclosure and governance of related party transactions in public companies; and 


e When the corporate veil can be lifted and, from the perspective of a director, the 
potential consequences of lifting the corporate veil. 


[20 marks] 


Question 2 
With reference to legal authority: 


e Discuss the distinction between receivership, voluntary administration, and liquidation, 
as applicable to corporations; 


e Following on from the above point, discuss who may appoint the relevant insolvency 
practitioner (receiver, administrator, liquidator) and outline to whom the relevant 
insolvency practitioner owes a duty; and 


e From the perspective of an unsecured third party creditor, outline which of the above 
actions is likely to lead to the best outcome for them. 


[20 marks] 
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PART B - Multiple choice 


You must answer ALL of these questions in the exam booklet provided. 


Each question is worth 2 marks 
[Total 20 marks] 


1. Choose the correct answer. A sole trader’s liability is: 


a) Limited 

b) Joint and several 
c) Unlimited 

d) Restricted 


2. Which of the following statements is correct? 


a) Even though Shelley, a non-partner, has not spoken or written words which hold out 
that she is a partner, an outsider can hold her liable if, by Shelley’s conduct, she holds 
out that she is a partner — but only if the third party gave credit to the firm on the faith 
of the false representation in reliance on the false representation 

b) A business which carries out only one isolated act which is never repeated — although 
the parties intended repetition of this act — is not a partnership as it fails the ‘carrying 
on a business’ element 

c) Liabilities incurred in preparation of setting up a business will always be deemed as 
liabilities of the partnership 

d) The requirement of ‘mutuality of rights and obligations’ requires all partners to take an 
active role in the affairs of the business 


3. Which of these statements is incorrect? 


a) An agent has to act in the interest of the principal 

b) An agent has a right to indemnity 

c) An agency may be terminated by frustration of the contract 

d) An agent never has the right to retain goods and documents of the principal 


4. Select the incorrect answer. A decision of a Trustee can be challenged: 


a) If they exercised their discretion in bad faith 

b) If they exercised their discretion irresponsibly 

c) By arguing that they failed to give real or genuine consideration to the exercise of their 
discretion 

d) If they exercised their discretion unwisely or unfairly 
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5. The rules that regulate companies can be found under: 


a) Corporations Act 2001(Cth) 
) Case law 

) Australian Securities and Investments Commission Act 2001 (Cth) 
d) Accounting standards 

) All four of the above options 


6. What consequence may arise from a breach of s 588G of the Corporations Act 
2001(Cth)? 


a) Directors may be personally liable for the debt of the company since the company 
became insolvent 

b) Pecuniary penalties may apply 

c) Disqualification 

d) All three of the above options 


7. Which of the following statements best reflects the contemporary duty of care, skill 
and diligence owed by company directors? 


a) The common law duty of care, skill and diligence is deemed to be a very subjective test, 

which seeks to ask what the actual directors thought rather than what a court would 

think in the particular circumstances 

The duty of executive directors to act with proper care, skill and diligence is objectively 

assessed and, irrespective of the directors’ background, entails a duty greater than that 

of simply representing a particular field of experience, so that all company directors owe 

the basic duty of sufficiently monitoring the company’s affairs by maintaining an 

awareness of the company’s activities and financial status 

c) Directors may protect themselves by delegating their responsibilities to other company 
officers, so long as they do not have a suspicion of wrongdoing 

d) All three of the above options 


oO 
~~ 


8. Which of the following situations may be considered shareholder oppression? 


a 


~~ 


Exclusion of minority shareholders from management in circumstances where there is 
an expectation of the continuing participation in the management of the company by all 
shareholders 

b) Failure to pay dividends to members because the company is in financial difficulty 

c) Excessive remuneration is paid to the controllers of the company. Such a scenario will 
always lead to oppression 

All three of the above options 


= 
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9. The purpose of liquidation is: 


a) To provide a procedure for the fair and equitable distribution of the assets of the debtor 
company amongst its creditors 

b) To put an end to the company, by deregistering the company upon the completion of 
the liquidation process 

c) To allow the company to continue to trade under the control of the liquidator with the 
view to maximising the return to the creditors 

d) To conduct an investigation of the company’s affairs, particularly the circumstances that 
led to the insolvency. Such an investigation may disclose any dispositions of property 
that may be challenged by the liquidator 


10. Auditors have duties under the common law and they have a duty: 


a) To use reasonable care and skill as an auditor. This duty arises as an implied term of 
the contract of retainer 

b) To carry out an audit. However, officers of the company are not required to provide the 
auditor with information, explanation and assistance in conducting the audit 

c) To detect defects or irregularities. However, in doing so, auditors must not be 
concerned with the possibility of fraud or error in their audit of the company 

d) To be dependent on the directions and instructions of others to ensure that only a 
biased opinion is given to shareholders on the company’s financial statements 
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